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EDITORIAL DEPARTMENT NOTE 


During the last fifteen or twenty years enormous invest- 
ments have been made in office and apartment buildings. Neces- 
sarily, there has developed a need for accurate accounting rec- 
ords showing the financial results of operating these two similar 
types of business. Some of these apartment houses are coopera- 
tive ventures, while most of this type of real estate is operated 
on a straight rental basis. 

Unlike many of the older business enterprises, cooperative 
housing does not have the heritage of long years of experience 
in handling accounting details in volume. The first paper out- 
lines the mechanics of the accounting methods which have 
recently been worked out and adopted by one large cooperative 
project, and explains also how certain parts of the procedure 
may be eliminated to adapt the system to projects on a straight 
rental basis. 

Thurber Bierce, the author of the first paper, was graduated 
from the New York University College of Engineering with 
the degrees of Bachelor of Science, and Chemical Engineer. 
His first position after graduation was with the Public Service 
Corporation of New Jersey as commercial and accounting cadet, 
where he specialized in the work of the Treasurer’s Depart- 
ment. Later Mr. Bierce was awarded the degree of Master 
of Business Administration by the Graduate School of Business 
Administration of New York University, and subsequently left 
the Public Service Corporation to accept a position in the Ac- 
counting Methods Division of the international Telephone & 
Telegraph Company, where he collaborated with others in co- 
ordinating and standardizing the methods of the parent com- 
pany and its several associated companies, which included All 
America Cables, The Commercial Cable Comnany, Postal Tele- 
graph & Cable Company, Mackay Radio, and the International 
Standard Electric Corporation. When the major part of this 
work had been completed, wage incentive and bonus plans 
affecting several thousand employees were adopted by the Postal 
Telegraph & Cable Corporation, and Mr. Bierce was appointed 
Incentive Manager to install and administer these plans in the 
Postal System. Mr. Bierce subsequently left that position to 
become associated with various housing projects in New York 
City. He is a member of our New York Chapter. 

The second paper deals with a method of calculating the 
cost per square foot of usable space of an office building, such 
cost to be used as the basis of setting the rental rate per square 
foot of office space. 

F. L. Smith, the author of the second paper, is thoroughly 
versed in all phases of real estate management, He was born 
and educated in Georgia, and Atlanta has been the scene of 
practically all of his business career. For the past sixteen 
years he has been connected with Asa G. Candler, Inc., where 
he has served as Auditor, Assistant Secretary and Treasurer. 
Mr. Smith delivered this paper before our Atlanta Chapter. 
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REVENUE ACCOUNTING BY MACHINE IN A LARGE 
COOPERATIVE APARTMENT 


By Thurber Bierce 
30 Rockefeller Plaza, New York, N. Y. 


 Pymedgereipmtaes apartments are literally as “old as the hills.” 

It is said that the early cliff dwellers of the Southwest lived 
in dwellings owned and selected by the community or tribe for 
convenience and protection. 

The cooperative housing ventures of the present day, however, 
were undertaken in the beginning largely by private individuals 
willing to assume the entire risk, and interested, not in protecting 
family groups from hostile tribes or ferocious animals, but in 
improving the standards of living of that particular class or group 
served and in establishing regular habits of saving for eventual 
home ownership. 

The success of these housing experiments has been so marked, 
moreover, that several municipalities, seeking to discover self- 
liquidating public works projects, are now completing plans for 
extensive housing projects under municipal supervision. The 
growth of this movement has been accelerated by the broad poli- 
cies of the National Recovery Administration and by the splendid 
cooperation of the Reconstruction Finance Corporation. 

Like the elementary system of charges and payments which the 
early cliff dwellers probably used, modern cooperative apartment 
house accounting involves little more than debits and credits. But 
unlike many other enterprises of the present day, cooperative 
housing as a business really has not been actively pursued for 
very many years, and does not enjoy the heritage of long experi- 
ence in the mechanics of handling debits and credits in large 
volume. 

This paper deals primarily with the application of machine 
methods to revenue accounting problems in large cooperative 
apartment projects, and includes also a reference to the elimina- 
tion of certain parts of the procedure to adapt these machine 
methods to apartments on a straight rental basis, if that should 
be desired. 
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Problems Involved— 


For cooperative housing ventures of small or moderate size 
the familiar manual or pen-written method of entering charges 
on a ledger, recording payments and balancing may be followed 
without undue burden. But when the enterprise is a large one, 
housing as many people as may be found in many towns and 
villages, the volume of clerical work is heavy, and several prob- 
lems in accounting methods assert themselves and demand at- 
tention. 

These problems, in general, involve the mechanics of : 


Entering and balancing charges 

Analyzing offsetting credits and proving analysis 

Billing 

Posting payments and balancing 

Protecting tenants against lost receipts 

Providing automatic self-auditing control and daily reports 
Following up delinquent accounts. 


BPE PE 


For example, each individual monthly total charge must be 
established and recorded, and the break-down of this charge into 
the component parts of interest on the principal, reduction of 
principal, and charge for upkeep, must also be recorded. The 
total of the detail of each one of these general items must be 
verified against a control figure, and, of course, the total of the 
individual charges for each account must equal the total charge 
for that account. Thus, it may be appreciated that there must be 
several long vertical adding operations and several hundred or 
perhaps several thousand short horizontal adding operations, with- 
out error. Minor errors here and there are not always detected 
instantaneously, and a balance is not always obtained on the first 
trial. Breaking the ledger into several sections and balancing by 
units wil! not entirely solve the problem, as it only permits a 
larger number of people to work on the same job, without con- 
solidating the adding and balancing operations involved. 

Likewise, when payments are recorded manually on the ledger 
a separate balancing operation is required. Under the manual 
method it is usually physically impossible to take a trial balance 
daily, and errors in posting and in bringing down new balances 
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are not discovered until such time as a trial balance is taken, 
If the trial balance does not prove, it may be necessary to verify 
several hundred postings and balances before the error can be 
located. Moreover, the locating of such errors usually must be 
done at a peak period near the close of the month. If tenants 
are in the habit of paying small amounts at frequent intervals, 
a practice which is characteristic of depression periods, the large 
number of postings necessary each month will make the task of 
balancing more difficult. 

Billing under the manual system would ordinarily be done with 
the assistance of Addressograph plates which carry the name and 
address and regular amount of charge. But it frequently hap- 
pens that the annual amortization charge is not evenly divisible 
by 12, and occasionally odd-cent adjustments must be made so 
that the total monthly charges for the year will equal the annual 
amount specified in the lease and subscription agreement. Re- 
cently, also, requests have been received in some quarters for 
rent reductions. In cooperative ventures, where charges are based 
upon the amortization of the cost of a particular section of the 
entire building, a reduction of such monthly charges is not easy 
to accomplish without altering either the period or the interest 
rate of amortization. It is possible, however, by special credits, 
to effect a reduction of charges without altering either the period 
or the rate of interest, but considerable additional accounting work 
is involved. Each bill, therefore, must be scanned before release, 
and the total net charges billed must be proved with the total 
ledger charges before the bills can be released. This work ordi- 
narily comes late in the month at a peak period. 

Upon the completion of all payments, or upon termination of 
tenancy, tenants are required to turn in all receipts for audit. 
Payments may extend over a period of thirty years or more, and 
it is only natural that in the course of this time a few receipts 
will be lost. 

The usual auditing difficulties associated with pen-written rec- 
ords are matters of general knowledge. Any person authorized to 
receive cash might issue the usual form of pen-written receipt 
to the tenant and withhold the bookkeeping coupon and the money. 
Only an audit of outstanding accounts would disclose the items 
withheld. The accounting system to be adopted, therefore, should 
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provide a form of receipt which cannot be easily lost, a satisfac- 
tory duplicate record the accuracy of which cannot be questioned, 
and, if possible, some form of self-auditing control which will 
provide headquarters with a daily report of transactions which 
is automatically correct. 

In following up delinquent accounts a list of delinquents is 
ordinarily prepared for the manager, who addresses suitable let- 
ters to those concerned. Headquarters officials are vitally in- 
terested in the efforts made to collect each outstanding account. 
In devising a method for following up delinquent accounts con- 
sideration should be given to each of these items, and to any pos- 
sible consolidation of these operations. 


What the Machine System Accomplishes 


In a recent installation which is believed to be among the first 
of its kind in cooperative apartment house accounting, machine 
methods have been introduced which embody several unusual fea- 
tures. The machine used has been designed to meet the require- 
ments of the job. It may be said that most of the troublesome 
points of the manual method have been transformed into distinct 
advantages with the assistance of the machine system, which has 
accomplished the following: 


1. Charges are entered on the ledger quickly and easily, new 
balances extended mechanically, total charges accumulated, 
and the ledger balanced almost as soon as the last charge 
has been entered. As a by-prodyct of this operation, a 
neatly printed bill is turned out at the same time. 

2. The credit analysis of charges is greatly facilitated through 
columnar vertical accumulation in several fields at once, as 
well as simultaneous selective horizontal additional and ex- 
tension. 

3. Bills carrying proved balances after posting all payments 
up to the close of business on the last day of the month are 
released in time to reach the tenants on the next morning. 

4. Payments are recorded on the ledger by machine and the 
new balance extended mechanically and total payments ac- 
cumulated. As a by-product of this operation, the charges, 
payment, and new balance are printed on the tenant’s re- 
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ceipt book at the same time. All active accounts are proved 
daily, in sections of any desired size, and the ledger is al- 
ways in balance. 

5. A small pocket receipt book is provided, on which all charges 
and payments are recorded. If this book should be lost, 
the ledger card will provide a mechanically exact duplicate 
record. 

6. A simple and effective auditing control is provided. 

7. In preparing delinquency follow-up letters, a follow-up 
form is inserted in the machine and on it is printed the 
status of the account. Copies are made in the same opera- 
tion for headquarters use and for the use of the local 


manager. 


How the Machine Method Operates 


The machine designed for this work is so constructed that 
figures are printed on each of two different records in the proper 
column by depressing amount keys, a classification key, and a 
motor bar. A shuttle carriage is not used. The machine in- 
stalled accumulates in eleven fields through one keyboard of 
figure keys. If additional fields are required, as many as 27 
may be used, but the use of this number of fields requires 
the size of the ledger card to be proportionately larger. The 
machine, of course, is located in the cashier’s cage at the local 
office. A double-printing mechanism, operating without the use 
of carbon paper, is provided. When operating the machine, two 
forms are used, for example, the ledger card and either the bill 
or the receipt form. The same key impressions are printed auto- 
matically on both forms simultaneously. 

Every transaction is printed automatically upon an auditor’s 
tape which is visible but inaccessible until the compartment in 
which it is locked has been opened. If the machine prints upon 
any record whatever, a record of such impression will be made 
automatically upon the auditor’s tape and will be accumulated 
in the machine totals. The tape can be removed and the machine 
can be sub-totaled by the local staff, but the machine can be 
cleared by only a member of the headquarters staff. 

Daily reports of transactions are obtained by inserting in the 
machine two suitably arranged forms on which the machine sub- 


287 


| 
| 
i 


N. A. C. A. Bulletin ’ November 1, 1933 


totals by items are successfully printed. From these sub- 
totals are subtracted manually the previous day’s machine sub- 
totals to determine the net transactions for the current day. One 
form is forwarded to the treasurer, accompanied by the auditor’s 
tape, on which sub-totals have been printed at each end. Both 
records are then examined and the total payments recorded are 
checked against the total shown on the duplicate deposit slip re- 
ceived from the bank. 


Forms Used 


In the operation of this system six printed forms are required 
for the bookkeeping work and two forms for the reports, as 
follows: 


Lease Card (Form A) 

On this card are abstracted the terms of the lease and sub- 
scription agreement. The card is machine numbered, and is 
in two copies, both of which are prepared by the local office 
when the lease and subscription agreement is prepared, and 
are forwarded to headquarters for verification. When prop- 
erly signed by the officials, the lease and subscription agree- 
ments are returned by headquarters to the local office, with 
one copy of the lease card. The other copy is retained by 
the headquarters office. 


Ledger Card (Form B) 

The ledger card is the office record of all charges and pay- 
ments, and shows an analysis of all regular charges. The 
analysis of miscellaneous charges is kept currently on a simple 
analysis sheet. The ledger card is a double form, printed on 
both sides on heavy ledger paper, and is crimped and folded. 
The paper stock selected has great folding strength. 


Analysis of Monthly Charges (Form C) 

This form is merely a columnar sheet of convenient size 
and is used as a work sheet on which to break down in ad- 
vance for one year the total monthly charges for one account 
into the component parts of upkeep, interest, reduction of 
principal, etc., and to facilitate odd-cent adjustments to make 
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the ledger charges for the twelve months conform to the an- 
nual total stated in the lease and subscription agreement, ad- 
justed for any rent reduction plans. 


Bill (Form D) 

The bill is a simple form for invoice designed to receive 
machine entries in the proper locations. The same billing 
form is used for regular monthly charges and for miscel- 
laneous charges. 


Receipt Book (Form E, not shown) 
This is a small stitched book similar to a bank pass book. 
It contains columns for date, charges, payments, and balance 
due, and is the tenant’s only receipt for money paid. 


Acknowledgment (Form F) 
If mail payments are received this form is used to acknowl- 
edge receipt of communication or to request the receipt book 
to be forwarded. It is not an official receipt, and so states. 


Daily Report to Treasurer (Form G) 

This form is merely a clearing form on which are printed 
the daily machine sub-totals. Space is provided thereon for 
manual computation of the daily net transactions, and for 
analysis of miscellaneous charges and credits, both daily and 
cumulative. 


Request for Payment (Form H) 

On this form is recorded certain information concerning 
accounts which show a balance due exceeding a certain 
amount. The form is in three copies, one each for the local 
manager, the headquarters officials, and the delinquent tenant. 
Certain information recorded on two copies is not shown on 
the tenant’s copy because of a special arrangement of the 
pre-inserted carbons. 


Entering Charges, and Billing 

The charges are entered on the ledger and the bill is prepared 
in the same operation. These two items, therefore, will be dis- 
cussed together. 

The buff copy of the Lease Card (Form A), properly initialed 
by the auditing clerk of the headquarters office, is the authoriza- 
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tion to the local office bookkeeper for preparing a ledger card 
(Form B) and a receipt book (Form E) and regularly entering 
thereon all charges and payments. Both the ledger card and the 
receipt book are marked with the lease card number, which now 
becomes the account number. Arrangements are also made for 
the preparation of an addressograph plate for billing purposes. 
This plate will show the name, address, and account number of 
the tenant. 

An Analysis of Monthly Charge Sheet (Form C) is also pre- 
pared and on it is computed and audited in advance the break- 
down of the total monthly charges for the ensuing lease year. 
Partial-month charges are prorated. Odd-cent adjustments are 
also made, so that the twelve months’ ledger charge total will 
conform to the annual lease amount. 

The ledger card and the bill are now placed in the machine, 
the charges entered thereon from Form C and the balance due 
extended in the proper column. The printing of a balance auto- 
matically clears the machine and ejects the card. The date of 
each entry is printed automatically opposite every balance item. 

In this way the bill is prepared in the same operation by which 
charges are entered on the ledger. The machine charge total 
should agree with the control account total. 

The bill has been designed so that, when folded once and 
inserted in a standard window envelope, the name and address 
of the tenant may be seen through the window. 

The ledger cards are filed numerically by account number, The 
lease cards are filed alphabetically, to provide a cross reference. 

Miscellaneous charges for services, alterations, adjustments, etc., 
are entered on the ledger and billed immediately on the same 
billing form. Such charges are entered only from written authori- 
zation, such as a completed job order. On the ledger card, on 
the bill, and if desired, on the receipt book also, the cashier 
writes beside the machine entry a brief reference to the item, 
such as “screens & awnings,” etc., and will also inscribe the job 
order number or other reference which will give the itemized de- 
tails of the authorized charge. Down payments are accounted 
for through miscellaneous charges. 

In passing, it may be of interest to point out that it is now 
quite easy to post payments up to 3 p.m. on the last day of the 
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month, balance the ledger, enter and prove new charges, and pre- 
pare and release the new bills before the close of business on 
the same day. If any payments are presented between 3 p.m. 
and the close, the new charges are entered on the tenant’s receipt 
book instead of the bill. Or, if the bill has already been pre- 
pared, it is retained and the charges entered on the receipt book 
and the bill retained to support the entry, as usual. 


Analyzing Debits and Credits 


The analysis of monthly charges is computed and audited in 
advance on Form C for the ensuing lease year, at which time 
the savings for the period are applied to reduce the previous prin- 
cipal amount, and a new allocation is made between interest and 
savings, the sum of which, of course, represents the constant 
amortization figure. For the ordinary credits offsetting the debit 
to Accounts Receivable, therefore, Form C will provide the full 
information, 

This information will be recorded through the machine on the 
ledger cards during a slack period. An important feature of the 
machine is that it is so constructed that the work of entering 
credits as well as charges may be interrupted at any time to re- 
ceive and record payments, without disturbing the other machine 
totals. 

The left section of the ledger card constitutes the detail of Ac- 
counts Receivable in the general ledger. The right section of the 
card constitutes the detail of Subscribers to Common Stock, as 
well as the nominal accounts for Interest Income, Upkeep, Stock 
Savings, and Room Credit. The latter item is not a cash item 
but represents an allowance of a stated amount per room per 
month, and is a part of recently adopted temporary rent reduc- 
tion plans. 

The machine will automatically accumulate the totals of each 
column, and at the same time will selectively add and extend 
horizontally. For example, items posted in the stock savings and 
room credit columns will add to the previous equity balance to 
print the new equity balance on the same line. The items of 
interest and upkeep, however, do not affect savings, and are not 
added horizontally into equity by the machine, although they 
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appear on the same line and are added vertically in their respec- 
tive columns. 

It may be of interest to point out that the work of auditing 
the credit analysis computation may now be spread through the 
year by auditing only those continuing accounts the lease anni- 
versary of which falls within the current month. For all other 
accounts the credit analysis, having been audited in advance on 
Form C for the ensuing lease year, may be disregarded until the 
next lease anniversary approaches. The credit analysis audit 
will not occur, therefore, during the peak load period at the end 
of the fiscal year. 

Miscellaneous charges, originating from job orders for altera- 
tions, legal fees, etc., are entered on the ledger card and billed 
as described above. The miscellaneous accounts to be credited, 
however, are spread upon an ordinary distribution sheet, which is 
totaled at the end of the month. The total of this distribution 
sheet is verified against the machine total of miscellaneous charges, 
and the distribution is journalized at once. 

Miscellaneous credits, likewise, when authorized, may be posted 
in the same way, and the corresponding charges spread upon a 
columnar distribution sheet, if they are sufficiently numerous. 
Such credits might occur if a tenant has been charged on the 
ledger for a full month whereas it may later appear that he should 
have been charged for only a fraction of a month. 

In every case the machine will print a symbol describing the 
transaction. The motor bar will not operate unless the symbol 
or classification key has been depressed, and column selection is 
automatic. Unless the wrong classification key has been de- 
pressed, it is impossible to post debits as credits, or to otherwise 
get amounts in the wrong columns, 


Pre-Determination of Interest 


It is important to pre-determine the amount of interest in or- 
der to properly divide the amortization charge into its component 
elements of interest and reduction of principal. 

Otherwise, if the Corporation’s fiscal year does not coincide 
exactly with the tenant’s lease year, the dates for compounding 
interest will differ and it will be necessary upon termination of 
tenancy to reconcile from beginning to end the interest on each 
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closed out account. After the account has run for several years 
each such interest reconcilement may involve a considerable amount 
of arithmetical computation. 


Recording Payments 


Inasmuch as the tenant has possession of the receipt book 
(not shown) when the charges are being entered upon the ledger 
card and the bill, the balance due as shown by the receipt book 
will be less than the balance due as shown by the bill and by 
the ledger card by an amount equal to the charges entered on 
the ledger since the last payment. Accordingly, before the new 
payment can be entered, these charges must be recorded on the 
receipt book and the balance extended to agree with the ledger 
balance. Such entries on the receipt book are made on exactly 
the same lines as they were made originally on the ledger card 
and on the bill, and the bill is retrieved to support the entry. 

The receipt book and the ledger card are now inserted in the 
machine, the payment recorded, and the new balance mechanically 
computed and printed. In case an account is prepaid, the machine 
automatically prefixes the amount of the prepaid or credit balance 
with the symbol “P.” 

If a tenant forgets to bring his receipt book to the cashier 
when making a payment, it is but a simple matter for him to re- 
turn to his apartment for it, inasmuch as he resides on the prem- 
ises. No temporary receipt is given. The only official record of 
payment is the official record appearing on the ledger card and 
on the receipt book. 

If a mail payment is received without the receipt book an 
Acknowledgment (Form F) is prepared to acknowledge receipt 
of communication and request the receipt book to be forwarded. 
Form F is not a receipt and so states in bold type. 

In recording payments the account number is always shown on 
the card by the machine, to make certain that the item has been 
entered upon the proper card. The machine entry of the account 
number may be very quickly compared with the account number 
in the upper right corner of the ledger card, and with the other 
entries of the account number in the transaction column. The 
account number also appears on the addressographed bill. This 
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is a protection against making entries upon the wrong card or bill. 
The date of each entry is printed automatically by the machine 
opposite each balance item, as stated above. 


Closing Accounts 


Upon receipt of advice from the local manager that occupancy 
is about to terminate, the final charges are adjusted accordingly 
upon Form C and recorded upon the ledger and the final bill. On 
a separate sheet is drawn off a simple transcript of the ledger 
balances, and the amount returnable from savings is computed 
and checked at headquarters. Any excess of savings over the 
amount owed is returned by check. The credit to Accounts Re- 
ceivable representing savings applied against a reduction of the 
outstanding balance is posted through the miscellaneous credit 
key, and the extended balance in the Accounts Receivable account 
is zero. Likewise, the equity column is posted through the with- 
drawal key, by subtracting the full amount of the equity, and a 
zero balance is left in the Subscriber’s account. The miscellaneous 
credits are analyzed on the columnar credit distribution sheet. 

The subscription account is closed out manually. There will 
never be more than two entries in this account, one to open the 
account and the other to close it. 


Auditing Features 


The machine cannot be operated unless an operator’s key is in 
place. Each operator has a different key, which prints a different 
identifying symbol upon the records. When an operator leaves 
the machine, if only for a moment, he takes his key with him. 

An auditor’s tape is provided which is nothing more than a 
white roll of paper on which are automatically printed the details 
of every transaction. Nothing can be printed upon any form 
unless a record of such entry appears on this auditor’s tape. 
Whatever is printed is accumulated and must be accounted for. 
If the roll of tape becomes exhausted before the completion of 
the day’s transactions, the machine is sub-totaled at the end of 
the old roll and also sub-totaled immediately thereafter at the 
beginning of the new roll, before any transactions are recorded. 
The respective sub-total amounts are compared. The white tape 
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shows pink as it approaches the end of the roll, signalling the neces- 
sity for replenishment. 

The machine may be sub-totaled by the local bookkeeper, but 
may not be cleared by him. It is cleared at irregular intervals 
by a representative of the headquarters office, and all machine 
totals must be reflected in the various detailed accounts, 

The daily sub-totals are printed by the machine upon the Daily 
Report to Treasurer, and from them are manually subtracted the 
previous day’s sub-totals to determine the day’s net transactions, 
which should agree with the duplicate deposit slip received from 
the bank. 

Sub-totaling mechanism locks, clearing mechanism locks, and 
other protective devices are also provided at strategic points. 

At the same time as the machine is cleared, the auditor should 
also count the money in the till and prepare a bank deposit thereof, 
to see that this amount, when added to the total of the bank de- 
posit slips received since the last clearing, equals the machine sub- 
total of the “total payment” key. 


Daily Report to Treasurer 


The form used (Form G) is in two copies. 

The eleven fields of addition which are ordinarily used are 
sub-totaled successively in one column upon the proper line num- 
bers of the form. The size of the form is sufficiently large to 
record thereon also a daily analysis of miscellaneous debits and 
credits, and other accounting information. 

The daily sub-totals printed upon the form are subtracted from 
the previous day’s sub-totals to determine the day’s net trans- 
actions, which should agree with the duplicate deposit slip re- 
ceived from the bank. One copy of the form is forwarded to 
the treasurer, and the other copy is retained by the local book- 
keeper, to provide information in transcribing “today’s” sub-totals 
to the next day’s report in the “previous” sub-total column. 

The accumulation of daily totals for the month provides the 
totals for journalizing to the general ledger, which contains the 
usual control accounts and is posted by hand. Any miscellaneous 
debit or credit totals are supported by the detailed distribution 
summaries prepared locally. 
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Following Up Delinquent Accounts 


Although the requirements of each particular organization will 
govern to a large extent the methods used in pursuing delinquent 
accounts, it may be said that ordinarily such work proceeds in 
several steps, such as the preparation of a list of delinquents, 
the preparation and addressing of appropriate letters, and the 
sending of written or telephoned communications to the head- 
quarters officials advising them of what efforts have been made 
to collect each account. Moreover, such lists, if totaled at all, 
are ordinarily totaled in a separate operation. 

In this installation, however, the greater part of the work of 
the above items has been consolidated into one operation, through 
the introduction of a three-part form (Form H) and a special 
application of the machine’s capabilities. 

Delinquent accounts may be followed up at any time, and with 
the same ease and alacrity with which tenants sometimes acquire 
arrears. 


In order to provide a control total, the machine sub-totals, both 
before and after the amounts are entered upon the Request for 
Payment form, may be recorded on a blank form used as a control 
sheet, and the difference between sub-totals brought down thereon 
manually. This difference will provide figures which may be 
used to show the relative collection accomplishments of different 
accounting periods. 


The Request for Payment form is printed in three copies, with 
pre-inserted one-time carbons held in place by a simple crimp- 
ing process. The form has been designed so that certain informa- 
tion registers upon the office copies but not upon the tenant’s 
copy. 

All three copies go to the local manager, who checks the form 
in the appropriate block or has typed thereon a special message, 
and affixes his signature. Special cases are identified by rubber 
stamp impressions. The tenant’s copy is folded once and mailed 
in a standard window envelope. A copy is retained by the local 
manager, and notations made thereon from time to time by him 
for his own information, to record progress in collection. A third 
copy is forwarded to the headquarters officials to inform them as 
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to what effort has been made by the manager in collecting each 
delinquent account. 


Easy Adaptation to Straight Rental Apartments 


The machine system described above has been in use at a 
large cooperative apartment for less than one year, but in that 
time has materially relieved the pressure upon the clerical staff. 

It is but a simple matter to adapt this system to straight rental 
apartments. 

The analysis of Monthly Charge Sheet (Form C) will, of 
course, be eliminated, as there will be no interest allocation or 
reduction of principal. The right half, or analytical section, of 
the ledger card may also be eliminated, as well as the respective 
machine counters. The corresponding titles on the Daily Report 
to Treasurer would also disappear. 

Otherwise, the machine requirements for rental projects would 
be the same as for cooperative projects, and the same effective 
accounting and auditing control would be achieved. 


| 
| 
| 
304 


THE COST OF OPERATING REAL ESTATE 


By F. L. Smith, Controller, 
Asa G. Candler, Inc., Atlanta, Ga. 


5 ips cost of operating real estate is a subject of such wide im- 

portance and varied opinions, due to many different experi- 
ences and types of investments, that I do not feel we can satis- 
factorily cover the matter in the space allotted. However, we may 
possibly discuss one type of investment in such manner as will 
afford interest to the members of N. A. C. A. 

Generally speaking, real estate for investment may be divided 
into two classes (1) owner operated, such as, office buildings, 
hotels, apartments, etc., and (2) tenant operated, such as, stores, 
theaters, filling stations, etc. It is the first class about which I 
should like to confine my remarks and especially in the case of 
office buildings. So often an investor in this class of property 
will not consider proven facts in connection with the operation of 
these properties, but, seems content with the idea that he can 
change these fundamentals or that the property will advance to 
include a nice profit. Here I am reminded of the story of an 
investor with the foresight so characteristic of some of our oper- 
ators in real estate. It seems that the man was exceptionally 
enthusiastic one morning and upon being asked the reason for 
such happiness, replied that he had just invested all of his money 
in two-cent stamps because he heard that postage was going to 
three cents. 

Seriously though, no property can advance in value beyond the 
established ratio of its gross income. Of course, there may be a 
few isolated cases at variance with this thought but as a basic 
practice in purchasing real estate for investment this fact cannot 
be ignored. 

The subject of gross income brings us to the point of expense. 
Just how much it is going to cost us to produce gross income? 
In any amount, the first thing we must consider is the cost of 
production of gross rentals. In the case of apartment houses, 
especially in this vicinity, it has been found that in order to net 
the owner 6% return on his investment, based on five times the 
annual gross rental, the cost of production of gross income amounts 
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to approximately 66 2/3% including an ample allowance for 
vacancies. This leaves 33 1/3% of gross rents for owner’s use 
in sinking fund and interest requirements or a net return of ap- 
proximately 7%. This same rule applies to the operation of an 
office building although the base changes considerably, due, no 
doubt, to difference in construction of a more permanent char- 
acter, a lower rate of obsolescence, and of course, a higher ground 
value. In other words, the cost of production remains approxi- 
mately the same, but the return to the owner decreases about 
2%, thus netting him 5% on investment due to this higher 
valuation. 

Although this method of calculating valuation has been gen- 
erally approved, a majority of operators of office buildings prefer 
to compute this cost of operations on the basis of per square 
foot of rentable space, thus determining the price to be asked 
for each office in order to insure the proper return to the owner. 
The question “what rate per square foot should be charged” has 
been often asked and answered by hundreds of experts in the 
operation of office buildings. In the opinion of the majority 
there is but one answer embodying a set of fixed items in the erec- 
tion and maintenance of buildings that in order to arrive at an 
accurate cost must be followed. Every one of these items must 
be considered and counted in the expense column. It is a fixed 
system used by experts everywhere and appears correct. 

For example, I present a ten-story reinforced concrete office 
building, on a corner lot 100 x 100 with approximately 70,000 
square feet of rentable space. This represents a substantial but 
unpretentious structure devoid of any ornamentations and con- 
templates the location of the building outside of the congested 
district. In following closely and figuring each item as accurately 
as possible in order to get a fair return on the investment, a rate 
of not less than $2.07 per square foot must be charged for the 
space in this type of building. 

The average corner lot outside of the congested district would 
cost $200,000 or $2,000 per foot. If the land is worth less when 
you begin building, taxing authorities will, after a half million 
dollar building is erected, fix it at that, or even a greater figure. 
One is entitled to 6% on an investment which would figure an 
annual return from the lot of $12,000. 
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To erect a substantial but unpretentious structure, devoid of 
ornamentations, providing for adequate corridor space will, ac- 
cording to contractors cost $4.50 per foot. A return of 8% on 
this item $450,000 would be reasonable, in fact, 10% and 12% 
has been suggested. This figures $36,000 annually. 

At least $50,000 of the building cost would represent elevator 
machinery, plumbing and other mechanical equipment, which 
should be depreciated within a period of fifteen years. History 
has proven this. This would make an annual depreciation of 
$3,500. 

If building depreciation does not proceed on a 3% basis, obso- 
lescence, from experience will more than cover the amount. There- 
fore, figured on cost of the building $400,000 (less the machinery 
plant) building depreciation amounts to $12,000 annually. 

In figuring cost of insurance included is fire, workmen’s com- 
pensation and elevator, three lines absolutely necessary. In addi- 
tion to these, the majority of buildings carry also public liability, 
plate glass, and some carry tornado and rent insurance. The 
three lines of insurance first mentioned cost $2,100 annually. 

On basis of present tax rate and valuation of city, state and 
county taxes on an investment of this value would be $12,600 
annually. Federal and state income tax are not included and will, 
therefore, be additional. 

I think that here it is quite appropriate to indulge in a few side 
remarks on the subject of taxes. An investment of this magni- 
tude would under existing laws be compelled to pay approxi- 
mately a total tax of $21,490, divided as follows: 


To state of Georgia: 
Ad valorem tax (including city and county) “ee 


To Federal Government: 
7,140.00 


Of course, we can all appreciate the fact that real estate is 
the basis of most all great fortunes which may account for the 
apparent tendency toward over taxation in this field, by the author- 
ities. Nevertheless, we must have relief of some kind from this 
unfair burden. 
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In operating a building of this type there should be four ele- 
vators with six operators, an engineer, a combination assistant 
engineer and electrician, painter, night watchman, sixteen janitors, 
scrub women, maids, etc. These and other items not mentioned 
would cost annually $32,800, 

Administration cannot be avoided, in fact over a long period 
the figures will perhaps be greater than shown here. The prop- 
erty must be handled by either agent or independent organization 
which together with advertising the building and other items under 
this head makes the annual cost amount to $10,300. Advertising 
expense under certain conditions will greatly increase this amount. 

Vacancies alone in well established office buildings, from past 
experience, will more than average 10%. Assume that this build- 
ing in this location in order to compete with structures directly in 
the business center, would earn $2 per square foot rentable floor 
area, figuring 10% of this amount would be $14,000 annually. 

Thus, we may state that the cost per square foot of rentable 
space in any average office building may be summarized as follows: 


Interest on land and building ................. $ .68 
Depreciation and obsolescence 17 
Depreciation on elevators and machinery...... 05 
50 
15 
34 

$2.07 


The detail of this summary has also been prepared and while 
I feel sure it contains interesting data I shall not burden you 
with it at this time, however, at the finish of this paper, should 
any of you desire to hear it, I shall be glad to read it. 

The classification and accuracy of these figures is dependent, of 
course, upon the value and efficiency of the system supplying 
their inception and to my mind should be a system of accounts 
that will do to office building operations what cost accounting has 
done to other commercial activities. It should include all the 
accounts and tabulations necessary for budgetary control and in 
most cases this will mean the difference between success and 
failure. Many buildings are, no doubt, unknowingly operated at 
a loss because of an inadequate accounting system. However, 
through the good work of the National Association of Building 
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Owners and Managers, operators are generally trying to follow a 
somewhat standardized system of accounts in order that the in- 
formation supplied may be tabulated, compared and furnished to 
the benefit of all alike. — 


LOT 100 X 100 EQUALS 10,000 SQUARE FEET 
Ten Story Building, 70,000 Square Feet, Rentable Space 
Gross Cost per Percent 


Rentals Square Cost of 
Required Foot Operations 


CAPITAL: 
Land value $200,000 @ 6%........ $ 12,000.00 $ .17 8.25 
Cost of building $450,000.00 @ 8%.. 36,000.00 51 24.76 
Depreciation on elevators, plumbing, 
and other mechanical parts of 
reciation and obsolescence 
Insurance, fire, liability and Corpor- 
2,100.00 03 1.44 
7,000.00 10 4.81 
4,200.00 06 2. 
4,900.00 07 3.37 
700.00 01 
Assistant Engineer and Electrician 1,400.00 02 97 
700.00 01 48 
Painter 1,400.00 02 97 
anitors 9,100.00 13 6.26 
iscellaneous 1,400.00 02 97 
MAINTENANCE: 
Repairs, plumbing, elevators, paint- 
ALTERATIONS: 
Partitions, walls, doors, etc. ........ 3,500.00 05 2.41 
ADMINISTRATION: 
700.00 01 48 
700.00 01 48 
Vacancies and loss in rents......... 14,000.00 .20 9.63 


| 

$145,400.00 $2.07 100.00 
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OUR OPEN FORUM 


October 19, 1933. 
Dear Mr. Pauty: 


Your article on “Utilitization” in the October 15 N. A. C. A. Bulletin 
was very interesting to me and I always admire a man who has the courage 
of his convictions enough to stray from the beaten path. Even if one were 
not in agreement with your viewpoint, it certainly makes him give thought 
to this controversial subject. 

It is of significance to note that in the 1933 N. A.C. A. Year Book on pages 
16 and 17, the remarks by Colonel Carter and John Balch would tend to 
be somewhat in agreement with your thoughts. 

To some extent I disagree with your viewpoints as they seem to be based 
on the assumption that the Internal Revenue Bureau would permit your 
“Utilitization” method of writing off depreciation. Perhaps the laws could 
be changed this way, but I am of the opinion that at present such a procedure 
would not be recognized as it is tantamount to writing off considerable de- 
preciation in years of good profits and practically eliminating the item in 
depression years. 

Under your method a machine may have quite a few years of life left 
after it has been written off on the “Utilitization” method, and according to 
both the Government and the accepted practice of accounting, it should have 
some value. 

Perhaps your article meant to convey the point that a certain value should 
be maintained without further depreciation until such time as the equipment 
is disposed of when this value would be written off. 

I should like to cite one or two hypothetical cases to further my viewpoint : 

Let us say that Messrs. Jones and Smith both purchased buildings of like 
construction, size, etc., and also use their buildings to the same extent. Per- 
haps Mr. Jones, being in a better financial condition, could keep his building 
in better repair, and at the end of the utilitization period, it would be worth 
considerably more than the building owned by Mr. Smith. How would you 
provide for this case? 

Likewise, the machinery in Mr. Jones’ factory, due to his better financial 
condition, is serviced properly during its life. Even though the machinery 
may become obsolete, it would have a greater value at any period than the 
machinery owned by Mr. Smith doing the same work, with Mr. Smith pos- 
sibly having greater repair charges after a length of time due to lack of 
proper upkeep of his equipment. 

Another thought is that although the equipment may be obsolete in an 
up-to-date plant, it might still have years of usability in a smaller organiza- 
tion working on a low capital structure. 

These are merely thoughts which have occurred to me in connection with 
your method of depreciation, and for my own enlightment and interest in this 
subject, I should appreciate your reaction to these thoughts. 

My own suggestions for handling this same problem would be to hire 
one of the well known appraisal services to make an annual survey of the 
value and probable life a your buildings and equipment, and for accounting 
purposes, adjust your records accordingly taking whatever benefits the in- 
come tax laws would permit in your income tax return. This may be a more 
costly method, but I believe more accurate, provided, of course, that you 
have faith that the appraisal companies can set actual values. 

I do not wish to impose upon your time which is no doubt well taken up 
with business problems today, by asking you to enter into a long drawn out 
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controversy on this subject, but would appreciate it if you can find time to 
give me the benefit of your thoughts along the lines suggested above. 

The N. A. C. A. has been a liberal education to me and it is by obtaining 
the benefit of the knowledge of others that we further our own knowledge; 
and such articles as your which run contrary to accepted practices always 
interest me. I shall look forward to receiving your reply with interest. 


D. RicHaRDSON, 
Monroe Calculating Machine Co., 
Orange, N. J. 


Dear Mr. RICHARDSON: 


More than glad to receive your letter today. Approximately a year ago 
when I wrote this article I included a prefatory paragraph inviting comment, 
even if negative, to the subject but this was evidently deleted. Wish 
might receive 100 more such letters if in this way we may press the subject 
for ultimate solution. 

In passing, let me say that I recognize that a more or less universal 
approval of some such plan must be given before a start can be made. I am 
not attempting, for the present, to install this change at our plant. I believe 
the law with regard to taxes on profits does not specifically outline a cost 
procedure in detail. It does, however, deal with the inclusion of a reasonable 
amortization of capital expense. UTILITIZATION tries to work out that 
more reasonable portion to be included in cost. 

The government forces dealing with this matter have accepted what we as 
accountants have submitted as our standard method. These government 
branches do not wish to see concerns pass out of business as in the past be- 
cause of overpayments in taxes due to mal-depreciation. When the account- 
ing profession sees fit to mend the flaws in straight-line depreciation, the 
ap spony can be sold as they have been sold many common sense changes 
in the past. 

Much of the capital unwisely laid into brick and mortar in the past 
(spelling suicide) was done after seeing stupendous fictitious profits on paper, 
which were not realized, due to this subnormal inclusion of capital expense 
in cost. 

You make reference to the possibility of over-depreciation under the pro- 
posed plan. Contrasted to the wholesale under-depreciation of the past, this 
would seem to be the lesser of two evils. We'have seen many instances of 
this under straight-line depreciation which has led to appraisals in some 
cases as a means of adjustment. Due to changing values, this, at times, is 
a good thing anyway. 

But this is not the result of either straight-line or volume amortization so 
much as the application of proper judgment in establishing the rates. De- 
preciation says what is the physical life of the machine, building or facilities. 
UTILITIZATION asks, in addition to this, the following questions: 


What will the probable effect of vogue do to shorten this life? 
at are the chances of a more efficient machine being developed? 
What effect will the hills and valleys of economic trends have? 


So I claim that with the application of better judgment at the outset, 
whether the rate be $300.00 per year for ten years or 10¢ per M of parts 
a ~ chances for either over-depreciation or under-depreciation will 
lessened. 
Referring to your illustration of Jones and Smith, I will refer you in the 
article to the suggestion that building rates of amortization be based on 
rentals available in the open market. This means that the rate per ton of 
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production (if tons is the measure) will be higher in Jones’ well-kept factory 
than in Smith’s rundown building. 

With regard to machines, I doubt if the ultimate resale value of a machine 
is greatly affected by better upkeep. This commendable policy usually mini- 
mizes ultimate repair costs and militates for better quality of output. Gen- 
erally the obsolescence of equipment is more seriously affected by vogue and 
engineering improvements than by physical consumption, although I admit 
there are exceptions. Where it 1s recognized that the physical angle will 
apply, this should be a factor in establishing the rates for either straight-line 
or volume basis. 

You refer to a machine obsolete for the up-to-date plant but useful in a 
small plant. The principle of utility embodied in UTILITIZATION would 
care for this situation, in my opinion, better than the straight-line system 
of the past. 

In conclusion, I have not the least doubt as to the ultimate adoption of a 
pay-as-you-go principle. It is as inevitable as Standard Costs, but I am 
willing to grant that it will take some time to convince the fraternity of the 

rtinence of this matter and of the benefits to be derived. If only more 
ellows like you and I were open-minded and would give that and study to it, 
we'd arrive at our goal earlier. 

Pauty, 
Hampden Glazed Paper & Card Co., 
Holyoke, Mass. 
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